Islamic financial services are considered as one of the fast growing industry in Banking and finance sector and has now gained wide acceptance as a form of financial intermediation. The purpose of this paper is to elaborate the experience of Malaysia in developing the Islamic Financial System by explaining the different developments that has taken place since its inception in 1963 until now. The focus was on the different stages of the development in the Banking System, Takaful (Islamic Insurance), Islamic capital market and Islamic Unit Trust in Malaysia. Finally, the paper shares the ten key focal areas in the development of the 10 Year Master Plan for Islamic Financial Services Industry laid down by the Central Bank Governor. The paper is concluded by discussing the challenges ahead and the way forward in ensuring the excellence future development of the industry. The methodology used in this paper is library research by gathering the relevant information related to the subject from various sources particularly presentations and conference papers and analyzing them accordingly. The paper found that Malaysia has a very encouraging history of Islamic Banking and has big potential to succeed in this area. However, there are some areas need to be improved as suggested in the paper. Finally, this paper is important for those who would like to obtain an in depth exposure about the development of Islamic Banking in Malaysia and to set up a benchmark with the development of this industry in their respective country.
Introduction
Islam is a comprehensive way of life, which strikes the balance between the spiritual and the material need of human being. One of the important aspects in human life is the need for a comprehensive system in order to govern their life and to ensure all the needs are catered adequately including the material needs such as the financial management. This aspect of life is closely related to the fast growing industry in the world nowadays, which is the Islamic financial services industry.
Looking at the history of Islamic financial institutions, it started with a number of interest free saving and loan societies which are reported to have been established in the Indian subcontinent during 1940s. But efforts to arrange finance for business enterprises seem to have started later. Among the pioneering experience in this sector is the establishment of Pilgrimage Fund Board in Malaysia. Money being saved for meeting the cost of the pilgrimage to Makkah is profitably invested by this organization, which is still in operation at present. In the private corporate sector, the early efforts begins with the establishment of the Dubai Islamic Bank in 1975 under a special law allowing it to engage in business enterprise while accepting deposits into checking accounts. Ten years later, twenty seven more similar banks were established in the Gulf countries, Egypt, Sudan, etc. Around the same time, over 50 conventional banks, some of them located at money centers like London were offering Islamic financial products. This was followed by some of the major conventional banks establishing Islamic branches dealing exclusively in Islamic products. Citi-Islamic in Bahrain and Grindlays in Karachi were followed by the National Commercial Bank in Saudi Arabia establishing over 50 Islamic branches by 1990s. By the year 2000, there were 200 Islamic financial institutions with over US $8 billion in capital, over US $100 billion in deposits, managing assets worth more than $160 billion. About 40% of these activities and concentrated are in the Persian Gulf and the Middle East, another 40% in South and South-East Asia, the remaining equally divided between Africa and Europe and the Americas. Two thirds of these institutions are very small, with assets less than US $100. 1 At present, more than two hundred and fifty Islamic financial institutions are operating world-wide and Islamic banking is estimated to be managing funds up to the value of US$ 400 billion. The annual growth of Islamic financial institutions has been estimated 15% worldwide over the past 10 years and is expected to accelerate in the foreseeable future. 2 Encouraged by the above tremendous developments, this paper aims at highlighting the different development that has taken place in the Islamic financial services institutions in Malaysia. In addition, the paper intends to highlight the ten key strategies adopted by the and the Islamic Financial Services Board (IFSB), the Malaysian Government has initiated the drafting of the ten years master plan for the Islamic financial services industry. Two important areas of focus namely, building institutional capacity and the development of the supporting financial infrastructure has been identified as the strategic element in the development of a progressive Islamic financial services. Ten key areas of the above strategies have been identified in order to be success in the focus areas mentioned above.
The ten areas and the way forward will be discussed at the end of this paper.
Early Development (The Establishment of Pilgrims Fund Cooperation)
The early effort in developing the Islamic financial sector services in Malaysia begins with the birth of the Pilgrims Fund Corporation or better known as " Tabung There were also those who sold their livestock and other properties in order to earn sufficient fund for their pilgrimage. Such practices caused negative financial and social implications on them and their families during and after their pilgrimage. In addition, it is also damaging the rural economic structure and threatening the national economic growth. Apart from the above reason, there was also need for an institution which can guarantee the savings of Muslims are free from elements of usury and its activities are done according to Shariah requirement. 
Credit and Debit Activities
The above statistics indicates the encouraging increase of the number of depositors from year to year and the reasonable amount of deposit maintained yearly. 
Second Phase of Development
The encouraging success of Tabung  large number of players;
 a broad variety of instruments;
 an Islamic money market and  a system that reflect the socio-economic values in Islam, and must be Islamic in both substance and form.
Realizing the important of the above factor, the Malaysian Government has adopted a step-by-step approach to achieve the above objective. The first step to spread the virtues The above statistic indicates the potential in Islamic financial services market and the bright future prospect for the industry.
Product and Services of Islamic Financial Institutions
The growth of Islamic financial industry cannot be achieved without having viable and attractive product to attract the players in the market. 
Stockbroking services Ujr

TT/funds transfer Ujr
Travellers' cheques Ujr
Cashiers' order Ujr
Demand draft Ujr
Standing instruction Ujr
ATM service Ujr
Telebanking Ujr
Developments of Islamic Capital Market (ICM)
The creation of Islamic money market and capital market is another landmark 
List of Major Sukuk
The encouraging development in the ICM has encouraged major market players to issue sukuk (Islamic bonds) and some of the major sukuk issued since 1997 to 2005 are listed below:
1. In 1997, Khazanah Nasional Berhad launched the Khazanah Murabahah Bond, which is a zero coupon bond based on murabahah and bay' al-dayn concept. 
Types of Business
The Takaful businesses carried out by the Malaysian Takaful operators are broadly divided into family Takaful business (Islamic "life" insurance) and general Takaful business (Islamic general insurance).
Family Takaful Business
In general, a family Takaful plan is a combination of long-term investment and mutual financial assistance scheme. The objectives of this plan are: - to save regularly over a fixed period of time;
 to earn investment returns in accordance with Islamic principles; and
 to obtain coverage in the event of death prior to maturity from a mutual aid scheme.
Each contribution paid by the participant is divided and credited into two separate accounts, namely the participants' special account (PSA) and the participants' account (PA). A certain proportion of the contribution is credited into the PSA on the basis of tabarru'. The amount depends on the age of the participant and the cover period.
The balance goes into the PA which is meant for savings and investments only.
Examples of covers available under family Takaful 
General Takaful Business
The general Takaful scheme is purely for mutual financial help on a short-term basis, "Islamic finance is now taking on a new dimension to meet the changing requirements of consumers and businesses; to participate in a more liberalized and globalize environment and to become increasingly more internationally integrated. The financial system is also operating in an era of change. Indeed, the national and international financial landscape is being shaped by powerful forces of change, creating an environment of increased uncertainty. However, with clarity of vision on the ultimate goals that the financial system aims to achieve, we can, by our actions and initiatives taken today, help realize our vision of the future" 18 .
Thus, the master plan will help in providing a common vision, and template for countries in developing the Islamic financial services industry. In addition, it will also serve as a key reference document to guide countries in charting an orderly development of the Islamic financial system. A master plan that has a meaningful role in a nation's future economic and social development requires well-defined strategies that focus on two main areas, building institutional capacity and the development of the supporting financial infrastructure. There are ten key focal areas of the strategies that have been identified as follows: These are the key areas of challenges that need to be translated into action for the Islamic Finance sector to grow. Apart from what has been outlined, specific countries might have their own focal area in order to advance in this industry. The appropriate Islamic banking system for a country would be largely based on the national agenda of the respective countries, the objectives that the system hopes to achieve and the available resources.
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Key Challenges and Way Forward
A vibrant and excellence Islamic Financial industry is the dream of everyone who is seriously involve in this industry. This can be achieve only if all those who participated in the industry work collectively and seriously in order to ensure a success. There are key challenges that need to be thought and in the humble opinion of the writer these areas can be summarized as follows:
1. Ensuring greater Shariah compliant and convergence. This can be achieve through dialogue and greater interaction between the Shariah scholars. It is also important for the Shariah scholars to adapt specific standards in deciding upon specific issues pertaining to the industry. It is suggested that a global Shariah Advisory Council be established specifically to address issues related to Shariah matters and this body shall be recognized by the Islamic financial institutions globally. One of the important role of the body shall be finding the ways for a greater convergence in Shariah views and opinion related to banking and finance.
The Malaysian Government has recently announced the allocation of RM200 million endowment fund to meet the financing requirements of the Shariah Scholars' Dialogue research activities and the provision of scholarships. It is hoped that this will contribute towards greater understanding in the process of harmonizing the international implementation of Shariah in Islamic finance.
Apart from the dialogue, a comprehensive Shariah legal framework is also very important taking into consideration the different requirements of each respective country. 
